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Introduction
Nominal interest rates of di¤erent interest rate maturities are often found to be nonstationary, (Campbell and Clarida (1987) ; Newbold et al. (2001) ), a result which has important implications for investment decisions and asset pricing models. For example, Gaussian interest rates models are very popular amongst practitioners and they hypothesise that interest rates are mean reverting, which seems at odds with the empirical evidence. However, most of the empirical papers that report nonstationary interest rates use standard linear econometric methods 1 . Such methods are questionable since these studies, generally, use very long time series in which structural breaks may have occured. In this paper we use a battery of recently developed unit root tests for (multiple) structural breaks and a new dataset consisting of twenty-…ve short-long nominal interest rates for the US and Canada. We show signi…cant empirical evidence that interest rates (of di¤erent maturities) are indeed stationary around a structural break. Our …nding of stationary nominal interest rates has important implications for testing, for example, the Fisher e¤ect and term structure relationships, since it invalidates the use of cointegration methods, the approach generally used in this context, to test such relationships
Econometric Methodology
The transition functions S t ( ) (with being a set of parameters to be estimated) considered in previous structural break models are given in Table ( 1)where = 1 is consistent with the logistic function 2 .
The structural change with logistic smooth transition (hereafter LSTR) is the one considered in Leybourne et al. (1998) , where the time of the transition is determined by c, while its speed is determined by the parameter .
Since the logistic function-based models are unable to capture more than one 1 Newbold et al (2001) The table below shows the break dates for the interest rate series which were found stationary using the Sollis test 4 . In some cases the break date was estimated 3 That is policy rue has not changed much since the post WWII experience (see Bernanke and Mihov, 1998 amongst the others). Furthermore, the Canadian policy of shift towards zero in ‡ation in Februart 1988 may have also caused structural breaks. 4 We have selected the Sollis test since it is the test which shows more evidence of stationarity.
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In this paper we apply the latest structural break econometrics to identify the presence of structural breaks in 25 interest rates series of di¤erent maturity and risk.
We show strong evidence of structural breaks for the majority of time series considered. We also report the approximate break dates using the exponential transition function. Our analysis suggests that Canadian interest rates were highly a¤ected by
